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SUBJ: TECHNICAL ASSISTANCE TO TONGA EOR SMALL INDUSTRIES CENTER 
PROJECT 

1. ON JULY 20, ADB PRESIDENTAPPROVED TECHNICAL ASSISTANCE 
(TA) GRANT NOT TO EXCEED $50,000 EQUIVALENT TO FINANCE 

FOREX COST OF FORMULATING AN ECONOMICALLY VIABLE AND TECHNI- 
CALLY FEASIBLE PROJECT FOR ESTABLISHING A SMALL INDUSTRIES 
CENTER IN TONGA. BANK HAS PREVIOUSLY FINANCED A 
$1.3 MILLION LOAN AND TWO TA PROJECTS, TOTALLING 
$382,000, EOR TONGA. 

2. TONGA IS A GROUP OF ISLANDS WITH TOTAL LAND AREA OF 
288 SQ. MILES, POPULATION OF ABOUT 100,000, AND PER CAPITA 
GNP ESTIMATED AT U.S.$240 IN 1974. AGRICULTURE ACCOUNTS 
FOR OVER HALE OE GNP, WITH COCONUT AND BANANAS TOGETHER 
ACCOUNTING EOR ABOUT 75 PERCENT OF TOTAL EXPORT 
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LARGE AND GROWING TRADE DEFICIT (U.S.$3.I MILLION 
EQUIVALENT IN 1970/71, $6 MILLION IN 1974/75) OWING 
MAINLY TO SHARPLY RISING IMPORTS. IMMIGRANT REMITTANCES 
WHICH IN PAST HAVE FINANCED TRADE DEFICIT ARE UNLIKELY 
TO SEE FURTHER APPRECIABLE GROWTH SINCE IMMIGRATION 
POLICIES IN NEW ZEALAND HAVE LATELY STIFFENED. TONGA'S 
RESERVES WERE U.S.$5 MILLION AT END -1975, EQUIVALENT 
TO 3 MONTHS IMPORTS AT THE 1975 RATE. 

3. DEVELOPMENT OF SMALL INDUSTRY WOULD NOT ONLY HELP 
TO CURTAIL TRADE DEFICIT THROUGH IMPORT-SUBSTITUTION, 

BUT WOULD HELP TO ALLEVIATE TONGA'S GROWING UNEMPLOYMENT 
PROBLEM. TONGA'S TRADITIONAL LAND TENURE SYSTEM, WHEREBY 
EACH ADULT MALE IS ALLOTTED 8 1/4 ACRES OF FARM LAND, HAS 
BECOME INCREASINGLY DIFEICULT TO IMPLEMENT OWING TO 
PROPULATION GROWTH AND LAND SHORTAGE. THE RESULTING 
MANPOWER SURPLUS CANNOT BE ABSORBED BY THE COUNTRY'S 
SMALL MANUFACTURING SECTOR WHICH PRESENTLY ACCOUNTS FOR 
ONLY 3 PERCENT OF GNP. 

4. PROPOSED TA AIMS AT FORMULATING A VIABLE PROJECT 
FOR ESTABLISHING A SMALL INDUSTRIES CENTER AS A MODEST 
NUCLEUS FOR INDUSTRIAL DEVELOPMENT, CONSISTING PRIMARILY 
OF SIMPLE MANUEACTURING AND PROCESSING UNITS FOR 
IMPORT-SUBSTITUTION PURPOSES, BUT POSSIBLY LEADING TO 
LARGER EXPORT-ORIENTED INDUSTRIES IN THE FUTURE. STUDY 
WILL WORK OUT DETAILS OF A SUITABLE ORGANIZATION TO 

RUN THE SMALL INDUSTRIES CENTER. TA GRANT WILL 
FINANCE 5 MAN-MONTHS OF CONSULTANCY SERVICES. GOVERN- 
MENT HAS AGREED TO PROVIDE U.S. $7,000 EQUIVALENT 
LOCAL CURRENCY COMPONENT. 

5. ADB DOC. R83-76 ON ABOVE PROJECT POUCHED JULY 29. 

UNDER PARA. 7.2 OF ADB'S GUIDELINES FOR TECHNICAL 
ASSISTANCE, TA PROJECTS IN AMOUNT NOT EXCEEDING 
$50,000 MAY BE APPROVED BY PRESIDENT AND DO NOT REQUIRE 
APPROVAL OF BOARD OF DIRECTORS. 
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